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INTRODUCTION

TH E PROBLEM

W hen asked whether they were satisfied with their office filing
systems, most practitioners indicated that they were not. This
expressed dissatisfaction with existing filing systems is an indica
tion of the scope of the problem and the extent to which it has
been ignored by most firms.
Certainly not all firms are dissatisfied with their record-keeping
procedures. The burden of the “paperwork monster” has caused
the larger accounting firms to attempt a solution to this problem
during the earlier stages of their growth. Many smaller firms
have determined the need for and adopted a well-designed set
of filing procedures. Nevertheless, no matter how much careful
planning and thought goes into the initial development of an
office routine, it is wise to constantly review any office system or
procedure in use in the light of changing circumstances and
new developments in equipment and procedures.
Public accounting firms accumulate mountains of paper: cor
respondence, working papers, reports, tax returns, memoranda,
clients’ records and documents, the firm’s own records, et cetera.
In varying degrees, these papers are future sources of infor
mation. The question is . . . “How best can these papers be stored
and, when the occasion arises, retrieved?”
If filing personnel realize the importance of work papers to the
firm as its evidence of the work performed in an examination
1

and of the tax grouping sheets to support tax returns for which
the CPA is responsible, the filing function will be looked upon
with greater interest and more significance will be placed upon it.
Permanent retention of all papers becomes impracticable with
time and growth of a practice. A haphazard plan of periodically
clearing out the oldest files inevitably leads to the destruction of
some papers which should be retained indefinitely. How can the
mountains of paper be best kept for future reference and eventual
disposal?
Filing can be said to be a system for the storage of papers in
a planned, orderly manner for subsequent recall and, with excep
tions, for ultimate disposition. The establishment of an adequate
system involves advance planning, determining the relative ad
vantages of using present equipment as opposed to purchasing
new, adopting uniform procedures, training personnel, classifying
records, and setting up programs for destruction or other disposi
tion of files.
But no matter how accurately the filing problem is viewed or
how much planning is done to correct it, filing will probably
continue to be done on a catch-as-catch-can basis unless manage
ment is favorably disposed to the idea of an effective filing pro
gram and fixes responsibility for its maintenance.

D IS C U S S IO N A P P R O A C H

Preceding the discussion of the basic principles and features of
various filing systems are two case studies. These examples pre
sent two applications of filing principles that may be applied to
individual problems and needs. They are presented first to pro
vide the reader with a practical frame of reference for the dis
cussion which follows. The basic system involved in each of the
two case studies is as follows:
Case Study A —Essentially alphabetical, with the use of a
numerical system for transfer files.
2

Case Study B —Essentially numerical, with the use of an
alphabetical system for correspondence and
selected report files.
Following the case studies are discussions of (1) the features
f the basic filing systems considered herein, (2) personnel selecion and training, (3) maintenance of the files, and (4) equiplent and location.
It is hoped that a review of the following pages and consideraion of the potential reduction in cost and increase in efficiency
which can accompany the installation of a modern effective filing
system will supply the motivation required.

3

CASE STUDIES
Two case studies are presented for the purpose of demonstrating
the components of an alphabetic filing system as opposed to a
numeric filing system. Neither of the case studies presented is
either purely alphabetic or purely numeric but each one repre
sents a combination of both of these systems. Most filing systems
in use today are hybrids of one type or another. For example,
most accountants, even though they might use the alphabetic
procedure for their basic filing system, will file work papers nu
merically within a particular binder or will file correspondence
chronologically within a particular correspondence folder.
As will be seen in subsequent chapters, both the alphabetic and
numeric systems have advantages and it is important for anyone
developing filing procedures in a public accounting firm to recog
nize that the two systems may be effectively combined and are
not mutually exclusive. In either of the case studies presented,
the systems could have been made entirely alphabetic or entirely
numeric without destroying the overall end result.
Both case studies have been sufficiently detailed to enable the
reader to follow the flow of paper work through the filing system.
The size of the firms from which these case studies were drawn
4

is not relevant to the filing system as outlined. A smaller firm
might not have the need for quite so many divisions within the
filing system and a larger firm may find the necessity of even
greater subdivisions. Nevertheless, the basic filing procedures
should be equally as effective in the office of a sole practitioner as
in a large multi-office operation.
C ase Study A
(Essentially alphabetic with a numeric system for transfer files)

F IL IN G F A C IL IT IE S

1. Location. Substantially, all of the client files are maintained
in a central file room or area. Specialty departments may maintain
a separate set of files in their departments for the clients they
service. Inactive files may also be stored in the central file room.
2. Personnel. The filing in the central files is the responsibility
of one person who sets up and maintains the current and the noncurrent, or transfer, files.
3. Equipment. All current files are filed in a five-drawer legal
size filing cabinet. Transfer files are filed in corrugated cardboard
boxes on open shelves.
4. Folders and Binders, (a) Work Papers and Permanent Files—
The binders that are used for work papers and permanent files
consist of two sheets of heavy card stock. The top
is folded
under on both sheets and is reinforced with tape and prepunched.
The top
is folded under on both sheets and, when properly
fastened with an Acco type fastener, creates an 8¾" x 14" tablet
type folder, (b ) Correspondence, Tax Returns, and Financial
Statement or Audit Report Files—Legal size folders with
Acco
type fasteners in two positions—top left and top right—are used
for correspondence, tax returns, and financial statement or audit
report files.
5

F IL IN G S Y S T E M

1. Active Files. Files for “audit” clients are segregated from those
for “tax return only” clients. The alphabetical system is used for
filing all active files.
Each audit client is separated in a file drawer by a legal size
heavy cardboard separator which is secured to the drawer by a
rod and cannot be removed. Each client’s folder contains a perma
nent audit file, a permanent tax file, current workpapers, corres
pondence, tax return, and financial statement or audit report. The
client’s name is typed and inserted in a metal guide on the top
of the separator. The correspondence, tax return and financial
statement or audit report folders are labeled with green, gummed
fan fold labels on which is typed the client’s name and “C” for
correspondence, “T /R ” for tax return, and “F /S ” or “A /R” for
financial statement or audit report, respectively.
The “tax return only” clients have folders with a pink, gummed
fan fold label with the client’s name. These are filed in alpha
betical order without the use of the heavy cardboard separators
used for the audit clients.
All files are available to anyone on the staff without being
signed out. When files are returned to the file room, they are
placed on a table for the file clerk to refile.
2. Transfer Files. Fifing of transfer files is done numerically. Each
corrugated cardboard box containing transfer folders is numbered
and the boxes are arranged on the shelves in numerical sequence.
An alphabetical cross reference 3 x 5 card file is maintained.
When a folder or a complete file is pulled for transfer, the pro
cedures to be followed are fisted below:
(a) The file clerk first checks in the card file to see if any fold
ers have previously been transferred on the client.
(b ) If so, and if space is available in the same box, the folder
or folders will be filed in this box. This is preferable but not
always practicable.
(c) If nothing has been transferred on the client previously,
6

the folders are filed in whatever space is available or a new box
is set up.
(d ) If there is a card for the client, the title of the folder, the
period covered and the number of the box is typed on the same
card.
(e) If there is no card, the name of the client, the title of the
folder, the period covered and the number of the box are typed
on a new card.
“Transfer” and the box number are always written on the out
side of the folder. When the folder is removed by a member of
the staff and is returned to the file room, this marking enables
the clerk to determine immediately that the folder is no longer
current and where it belongs. When the transfer file contains
more than one client, the folders are filed alphabetically within
that file.
In addition to the transfer methods listed previously, once a
year a partner goes through the current files to pull all files of
clients which have been lost during the year and other non-current
folders missed during normal transfer procedures.
Every two years a partner goes through the transfer cards to
determine which of the transferred files are to be destroyed by
shredding. Retention periods are discussed in MAP No. 19.

F IL E S T O B E M A IN T A IN E D

F iles for those clients for whom more than tax services are
performed (such as audit clients) are segregated from files of
clients for whom only tax services are performed.
Audit Clients
1. Correspondence File. The correspondence file contains letters
of a general nature to or from the client. These letters are
punched on the top and fastened in chronological order with an
7

Acco type fastener. When this folder becomes too bulky, it is
transferred.
2. Tax Return File. The tax return file contains all correspond
ence, work papers and any other papers relating to the tax re
turns. The pencil copy and one typed copy of the tax return,
along with all work papers relative thereto, are fastened on the
right-hand side of the folder with an Acco type fastener. The
correspondence is fastened chronologically on the left side. These
folders are transferred as necessary, keeping the last three years
in the current file.
3. Financial Statement or Audit Report File. The financial state
ment or audit report file contains the typed copies of financial
statements or audit reports (or both) punched on the left side
and fastened on the right side of the folder as a book. This file
also contains an extra copy of the typed financial statement or
audit report which is left loose and will be used by the staff man
in preparing the next report. The typed copy of the journal
entries is punched at the top and fastened on the left side of
the folder. When these folders become too bulky, they are trans
ferred, keeping only the last two years in the current files.
4. Permanent Files. The contents of the permanent audit files
and permanent tax files are not transferred unless the client is
lost.
5. Work Papers. This folder contains all work papers pertaining
to the current work being done. Upon completion of one period’s
work, the work paper file for the prior period is automatically
transferred. The work paper folders are set up and the client’s
name, type of work, etc., are written on the front of the folder
by the man doing the job. The front of the work paper folder is
preprinted with space for all information deemed necessary.
Tax Clients
These are clients for whom annual tax returns are prepared,
principally individual or 1040 clients. These files are maintained
8

in the same manner as the tax return folders in item 2 under Audit
Clients (page 8). Each year’s tax return work is separated in the
legal size folder by a 9" x 12" white cardboard separator on which
the year is written. The tax return and all related work papers
are stapled to this cardboard separator at the top and are then
fastened in the folder.
The transfer procedures on these files are generally governed
by bulk. When it becomes necessary to transfer, an entire year’s
work is transferred, leaving the last three years in the current
file.
C ase Study B

(Outline of a numerical/alphabetical filing system, with forms)

F IL IN G F A C IL IT IE S

1. Location. Physical location of active files varies depending
upon the layout of the office, the volume of materials to be filed,
and the existence of separate tax and management advisory serv
ices departments. It is recommended, however, that client files be
located in a vault or file room and not in an open or exposed area
of the office. Inactive files are generally stored in low cost ware
house space.
2. Equipment. Equipment will vary depending upon physical
location of the files and the types of material to be filed. Where
files are located in an open or exposed area of the office, standard
four or five-drawer file cabinets with lock may be used. If files
are located in a vault or file room, open shelf filing units are
recommended for items to be shelf filed, and standard five-drawer
file cabinets for items to be cabinet filed.
3. Folders and Jackets. All work papers are filed in the firm’s
standard covers using file fasteners. Tax returns are filed in a
separate manila file folder for each year. Correspondence is filed
in standard file folders.
9

F IL IN G S Y S T E M

1. Numeric System
(a) The following are filed numerically in accordance with
the procedures stated herein.
Prefix used in
file numbering
W
R
T
P
S

Audit working papers
Audit reports, financial statements, clients’
published reports and special reports
Tax returns
Permanent files—audit and tax
Special assignment working papers (includ
ing special tax and management advisory
services assignments)

(b ) A separate number series is used in connection with
each of the above prefix letters. For example, the num
ber series for audit working papers is separate and dis
tinct from the number series for tax return files.
(c) Files kept in numeric sequence on open shelves are
placed bound side up. If cabinet storage is used, the
files are inserted bound side up.
(d ) A file number, prefixed by the appropriate letter, is as
signed to each incoming file in the order received. A list
known as the Numerical File Log is kept of all file num
bers assigned (see Exhibit 1, page 11).
(e) The client file card, an index card of files pertaining to
each client, is maintained showing the file number,
description and period and final disposition to storage
(see Exhibit 2, page 11).
(f) An out slip is prepared for all material withdrawn from
the files (see Exhibit 3, page 11).
( g ) New material for filing:
10

EXHIBIT 1
N um erical File Log
Page No--------------Period:
File No.

From ______To_____ N um ber_____ T o _____ Type o f File------------Period

C lient No.

C lient Name

File Description

(Condensed because o f space lim ita tio n s)

EXHIBIT 2
Client Card File
Code No.
W— Workpapers

|

Name

R— Reports

Page No.
T— Tax Returns

P— Permanent Files

File Description Loc File Description Loc File Description Loc File Description Loc

S— Special Assignments
File

Description

EXHIBIT 3
File O ut Slip
C lien t Name
Description

File N um ber

Name

Period

Date
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Loc

(1) Complete files of working papers or tax returns
are properly identified on the file covers when
received.
(2) The prefix and file number are marked on the
cover of new material and the file number, de
scription and period are entered in the numerical
file log. If more than one folder is received for an
assignment, only one file number is assigned.
(3) The file number, description and period are also
entered on the client file card, with the numbers
of folders containing the materials.
(4) The material is then placed on a shelf (or in a
cabinet) in numerical filing sequence.
(h ) Issuing material from files:
(1) An out slip is completed.
(2) The out slip is attached to the client file card.
(3) The file number is noted and the material is re
moved from the file.
(4) If material is withdrawn for permanent transfer
to another office, the office location is marked on
the client file card.
( i ) Refiling previously filed material:
(1) The material is received in properly identified
file covers.
(2) After referring to the client file card, the out slip
is removed and destroyed. If all of the material
which had been checked out originally is not re
turned, that which was returned is crossed out
and the out slip is replaced with the client file
card.
(3) The material is then placed on a shelf (or in cabi
nets) in numerical sequence.
12

2. Alphabetic System
The following files are separately maintained alphabetically:
• 10-K and Registration Statements
• General Correspondence—Clients
• Client File Cards
Client file cards are not withdrawn from the file under any
circumstances.

F IL E S T O B E M A IN T A IN E D

1. Audit
(a) Working papers are filed numerically in open shelves
or cabinets using standard covers. All other supporting
documents (e.g., accounts receivable and accounts pay
able confirmations, bulk inventory listings, test counts
and price tests) are filed together. After the succeeding
audit is completed, the confirmations and inventory list
ing files are transferred from the office files to storage.
(b ) All permanent files are filed numerically in open shelves
or cabinets using standard covers.
(c) Audit reports, financial statements, clients’ published
reports and special reports are filed numerically in stand
ard file cabinets.
(d ) Pencil drafts of audit reports and financial statements
are not filed in the regular audit working papers. Upon
mailing of the completed reports, the unbound pencil
drafts are filed chronologically in a standard file cabinet.
Sixteen months after the report has been issued, the
pencil drafts are removed from the files and destroyed.
(e ) Registration and 10-K statements are filed alphabetically
by company in standard file cabinets.
13

2. Tax

(a) Tax returns are filed numerically in standard file cabi
nets using a manila file folder for each year’s returns.
(b ) Special tax assignment files are filed numerically in
standard file cabinets. A file is prepared for each assign
ment covered by a special tax assignment memorandum.
File tabs indicate the assignment file number, the name
and code number of the principal client and the name
of the subsidiary or related client, together with a brief
description of the assignment.
(c) A permanent tax file is maintained for each client for
whom gift tax returns and estate tax returns are pre
pared or who require updated schedules, work-sheets
and similar continuing information. Tax surveys, tax
planning checklists and related memoranda are in
cluded. These files are filed numerically.
3. Management Advisory Services:
(a) Special management advisory services assignment files
are filed numerically on open shelves or in standard file
cabinets. A file is prepared for each assignment covered
by a special management advisory services assignment
memorandum.
(b ) Bound management advisory services reports are filed
numerically using the prefix “R” before the file number.
(c) Management advisory services permanent files are in
cluded in a separate section of the permanent audit files
for all management advisory services materials of a per
manent nature subject to recurring use.
4. Client Correspondence
Separate file folders are established for each client. These files
contain the original or copy of all incoming correspondence, to14

gether with copies of all outgoing and interoffice correspondence
(except for transmittal letters). Colored file tabs are used to indi
cate the calendar year in which correspondence originates.
Letterhead and memorandum sets are distributed as follows:
( a ) Original—to addressee.
(b) White copy—to circulating reading copy and then filed
in correspondence file.
(c) Pink copy—to audit working papers or special tax or
management advisory services assignment files.
(d) Blue copy—to general office.
Pink copies of tax transmittal letters will be placed in a tem
porary hold file by date of origination. At the end of sixty days,
all non-standard tax transmittal letters are filed in the applicable
tax return jackets and all other transmittal letters are destroyed.
White copies of tax transmittal letters are destroyed after being
circulated with the reading copies. The permanent record of
transmittal of reports and tax returns is recorded on the client
assignment operations card.
The recipient or originator of all client correspondence marks
the client identification on all items to be filed. Administrative
(non-client) correspondence is filed in the managing partner’s
administrative files. Any correspondence which is not clearly
designated with a client number on the correspondence file copy
is forwarded to the managing partner’s office.
The recipient of incoming correspondence determines whether
or not to retain the correspondence for filing. If retention of the
correspondence is required, it is promptly forwarded for filing.
No correspondence is retained by any individual beyond the
time required for handling.
Incoming correspondence is filed in the correspondence files,
audit working papers files, tax assignment files, or management
advisory services assignment working papers files, as appropriate.
White copies of all outgoing correspondence are filed alpha
betically in the client correspondence files. Pink copies are filed
15

alphabetically in the audit working papers or in the tax or man
agement advisory services assignment files where applicable.
5. Client File Cards
The client file cards (Exhibit 2, page 11), used in connection
with items filed numerically, are filed alphabetically by name of
client in a card tray or file box.

16

THE BASIC SYSTEM

U N IF O R M P R O C E D U R E S

As stated earlier, filing is a system for the storage of papers in
a planned, orderly manner for subsequent recall and, with excep
tions, for ultimate disposition. Retention for possible future use
is necessary but emphasis should be upon the finding and not the
storing of paper.
Simplicity is the key to filing, consistent with the magnitude of
the particular system involved. Whatever arrangement is adopted,
it should provide for distinct classifications or divisions of material,
allow for possible expansion and be inclusive of all the material
to be handled. In other words, there should be as few places to
look as possible—preferably one.
There are many ways of separating, classifying or dividing
materials to be filed in a public accounting firm. In Case Study A,
all materials relating to audit clients were filed together by client
as distinguished from material relating to tax return only clients.
Within the audit client division, folders were maintained for cur
rent work papers, permanent files, taxes, correspondence and
reports. In Case Study B, on the other hand, materials were segre17

gated by their nature or function rather than by client in that all
work paper files were stored together, all correspondence files
were stored together, all tax files were stored together, etc. The
possible approaches to this problem are many and varied. Most
small firms would find the first approach—filing all material for
one client in one location—somewhat more convenient, while
larger firms might find the latter method more appropriate, par
ticularly where a numeric filing system is in use. Whatever classi
fication or division of files is decided upon, it is important that it
be established early in the development of a filing system. This
applies to not only the broad segregation of types of files but also
the material to be located within each file folder itself.
The two basic arrangements used for filing are alphabetical and
numerical. Varied combinations of methods within these two
broad classes are used. It has been estimated that the percent
age of public accounting firms using each of these forms of filing
is as follows:1
Alphabetical
Numerical
77%
Small firms
23%
Medium firms
53
47
56
Large firms
44
W hat are the advantages, then, in using one arrangement over
another in filing materials related to clients?

A L P H A B E T IC A L

T he most widely used form of filing in accounting offices is the
alphabetical arrangement which stresses the name of client or
topic as the important item. All material is filed in dictionary order
with elastic breakdowns as needed.
The purpose of filing is to arrange and store documents so that
they can be found easily and quickly when needed. It may seem
that the most “natural” way of filing a client’s material then is to
1Robert L. Kane, Jr., The CPA Handbook, Volume I, AICPA, 1956, p. 37.
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file alphabetically by clients’ names. Some of the advantages of
the alphabetic system are:
1. Only one search is required for filing and retrieving material—
it is not necessary to refer to a cross reference index.
2. Common names are grouped together.
3. Misfiled material is more easily detected.
4. The alphabetic system is easier to comprehend than most other
filing systems.
Some of the disadvantages of the alphabetic system are:
1. As new clients are introduced into the system and old clients
removed, it is necessary to change the dividers within the fil
ing cabinets.
2. As new material is introduced into the filing system, it may
become necessary to rearrange the files; e.g., if the Jones Com
pany is acquired as a new client, everything in the system from
J to Z may have to be moved to make room for the new file.
3. It is necessary to be consistent where initials, numbers, more
than one word, surnames, etc., are involved (e.g., would
John Smith Associates be filed under “J” or under “S”—
would Twenty-Three Lanes, Inc., be filed under “T”, “L”, or
in some other location?)
One of the chief advantages of alphabetic filing is its sim
plicity—only one search is required for both filing and retrieving
material. It is this direct approach (which is especially logical
when the volume of material is small) that causes the majority of
small firms to arrange their client files alphabetically.

N U M E R IC A L

W here material groups itself naturally around a definite case,
operation or client, is active for a reasonably long and indefinite
period, and requires permanent and extensive cross reference, the
19

numerical arrangement offers many advantages. Certainly this
condition exists in offices of public accountants. The numerical
approach would require the assignment of a number to each client
or to each engagement and the maintenance of an auxiliary alpha
betical index. A list of the advantages of a numerical system in
cludes the following:
1. A numerical search is generally more accurate and can be com
pleted more quickly than an alphabetic search (once the par
ticular number is known); therefore, it takes less time to
locate desired material.
2. It offers greater security against loss through the use of a
separate index for control. Control is enhanced where the as
signed numbers are in sequence.
3. Filing is more accurate in that problems involving similarity
of names, misspellings, etc., are reduced.
4. It is not necessary to allow room for sequential expansion
where numbers are assigned because sub-numbers may be
used, or new filing material can be added at the end of the
filing system. This would also reduce the need to transfer
materials to an inactive status prior to destruction (space not
considered).
The disadvantages of numerical filing are rather obvious. They
are:
1. The cost of maintaining the auxiliary alphabetical cross refer
ence index and the numerical file log.
2. The time and cost involved to index and number files.
3. The necessity of making two searches in filing and retrieving
material.
4. Possible higher storage costs if inactive files are not transferred.
Numbers may be applied to filing in several different ways. The
two most commonly used procedures are to assign numbers either
20

by engagement or by client. Either way, the assignment may be
serialized (the simplest), coded to designate class or location
of client, or arranged to result in a rough alphabetical arrange
ment. Additional variations include the use of terminal digits
or middle digits for primary or secondary guides.
Where numbers are assigned “by client” as opposed to “by en
gagement,” the problem of an expanding system and transferring
of files is identical with that of the alphabetic system. Only where
numbers are assigned sequentially by engagement is it possible
to continually add files to the end of the system without causing
the expansion problem referred to above.
Most public accounting firms which have adopted numeric
filing systems believe that the advantages outweigh the disad
vantages. Certainly, the larger firms where client turnover is a
material factor find the alphabetic system quite cumbersome and
would of practical necessity utilize the numeric procedure. How
ever, the number of firms that have this particular problem
certainly represent a very small percentage of all the public
accounting firms in the United States.

H Y B R ID

Many firms use a combination of the alphabetical and numerical
approaches in their filing. The most obvious example may be the
almost universal use of a numbering system for work papers
within each client’s file, coupled with the arrangement of client
files alphabetically by name. This would be a hybrid method.
Some firms file correspondence alphabetically and file work papers
and tax returns numerically, and this likewise could be character
ized as a hybrid method. Even the classification of a client’s mate
rial by years is a type of numerical approach, and from this it
would appear that almost all files could be described as hybrid.
Of course, any hybrid system should seek to obtain most of the
advantages and avoid most of the disadvantages of each basic
method.
21

S E L E C T IO N O F T H E S Y S T E M

F or the very small office, it seems certain that the alphabetic
arrangement of files by client name is most appropriate. The ad
vantages of numerical filing listed above become inconsequential
in a very small office when compared with the strong advantage
of direct access afforded by an alphabetic arrangement. When
more than four or five people, however, are working out of a
fifing system, then the elements of control, accuracy, speed and
adequate cross reference become important; these advantages
are better provided by a numerical approach.
Although alphabetical fifing is the most popular method used
for active files, the numerical system has some advantages for
transfer or storage files (see Case Study A, page 5). This hybrid
method has great appeal to small, growing firms. The flow of
material into inactive status and the periodic destruction of some
inactive files causes a continuous fluctuation of the required space
for any single letter of the alphabet. Although this same problem
exists in the active files, there is much less need for quick access
to the inactive files. The additional time required to consult the
index to determine the location of an inactive file is more than
offset by the savings resulting from random numerical fifing.
Why do most public accounting firms use a complete alphabet
ical approach? The most likely reason is that it is the more
“natural” approach and therefore is the best method for the very
small firm; the popularity of the alphabetical approach stems
primarily from inertia. Most firms start small and as a firm grows
it probably will not adopt a numerical system unless it has thor
oughly studied its fifing situation; even then it is often considered
“easier” to leave things as they are rather than make extensive
changes. Consequently, the alphabetical system remains popular
primarily by default rather than by virtue.
If a firm believes a numerical filing system to be preferable,
then the adoption of such a system should be made early in its
growth; to put it off may mean that it will never be done.
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PERSONNEL

A filing system is only as effective or efficient as the personnel
assigned to operate it. In most firms filing receives too little atten
tion when personnel assignments are considered. Few accounting
firms have personnel whose sole responsibility is records manage
ment; all too frequently filing receives only the remainder of some
secretary’s time.

S E L E C T IO N

T he most desirable traits to seek in a prospective records de
partment employee are accuracy, speed, neatness, initiative and a
good memory.
Prior filing experience is not as essential as is an understanding
of the operation of the office and the filing system itself. It is
essential that the importance of an accounting firm’s files be
thoroughly understood so there is no misunderstanding about
filing being an incidental or menial duty. In few businesses are
records as important and confidential as they are within a CPA’s
office.
A prime consideration in filing personnel assignments should
be responsibility. In every office, one individual should be prima23

rily responsible for actually administering the filing system. In
larger offices an archivist and several file clerks may be involved
with the filing function. In some offices, several persons will be
involved on a part-time basis. However, in all offices one indi
vidual should be in charge of the fifing process itself.
Once an accounting firm has recognized its file system de
ficiencies and embarked upon a program of improvement, it
would be wise to have the top administrative-clerical employee
in the office initially assume sole responsibility for filing. Chances
are that this employee would have more of the characteristics
mentioned above than any other clerical or office employee. Once
this person is operating the system, the procedures should be
reduced to writing. If instructions have been previously drafted,
they should be edited or supplemented. All other employees who
use the files should then be indoctrinated in the system’s opera
tion. If the key employee assumes other duties or subsequently
gives a termination notice, the successor should be instructed and
trained in the system.
T R A IN IN G

Many business and secretarial schools offer courses in fifing.
Pamphlets on filing or records processing are often helpful train
ing techniques. However, the best training is on-the-job training
in an office under the tutelage of a qualified person who has suc
cessfully operated the system.
Initial training procedures usually advocated are listed below:
1. It must be made certain that the employee understands the
fifing arrangement, indexing and system.
2. The material to be filed must be familiar. For example, types
of tax returns, the importance of working trial balances and
the difference between completed bank confirmations and other
blank forms would be helpful information.
3. The person must learn to read enough of the material (or
enough of the fifing code) to understand what the item is, and
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to assure himself a good chance of retaining this under
standing.
4. The sorting process should be properly followed to assure ease
and efficiency in filing. For example, if work papers are filed
numerically, a preliminary sort before returning to the files
can improve efficiency. In addition, if a tax return and sup
porting schedules are to be filed, a preliminary typing of all
tabs or labels and an orderly arrangement of the pages before
the new packet is added to the old file can save time and im
prove orderliness.
5. Charge-out and follow-up procedures need to be understood
and adhered to by the entire staff.
6. It is necessary that the filing function be kept up to date. Ques
tions should be encouraged and orderly habits established in
the initial phases of filing indoctrination.
An entire office can take pride in a system operated by compe
tent, well-trained records department personnel. The principal
cost of a filing system is the labor cost of handling records. Time
lost in “hunting” for misplaced records due to an inefficient system
will result in additional cost.
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MAINTENANCE OF FILES
Air integral and extremely essential phase in the development
of an efficient filing and records control system is the maintenance
of that system. The maintenance of files must be carried out in
accordance with predetermined guidelines or rules which are
established as a part of the overall filing program.
When establishing these maintenance guidelines, some of the
areas to be considered are:
1.
2.
3.
4.
5.
6.
7.

Charge Outs
Indexing
Cross Referencing
Inventory and Purging
Transfer of Inactive Files
Centralized vs. Decentralized Active Files
Retention Schedule.

CHARGE OUTS

I t is usually advisable to establish a system to control and ac
count for records when they are removed from the filing system
and until such time as they are returned. The problem of locating
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an out file is accentuated as a firm grows because of the larger
number of people who might have need for or access to the files.
The necessary control required to overcome this problem is nor
mally accomplished by substitution cards, out folders, out guides
or multiple charge out forms.
The most common procedure is the use of charge out cards
for borrowed material. These cards are placed in the files in the
same position from which the papers have been removed. On the
card is entered the date, name of die file removed, the approximate
time the file will be returned and the person responsible. In this
manner the files are always complete in that either the files are
available or a charge out card is available which indicates exactly
where the file is and who has it. The file should be in one of three
places at all times—in the files, in use by the borrower, or returned
and in the file clerk’s work ready for filing.
As an alternative to putting charge out cards in the place where
the file is usually located, a charge out slip can be attached to the
cross reference index or client card file (see Case Study B,
page 9).
Follow-up is important. A time limitation on the borrowing
period should be established and a suspense or tickler file may
be used to serve as a reminder that the material has not been
returned.
Some firms also utilize file requisitions. These are used where
files are maintained by full-time records personnel and are not
generally accessible to the staff of the firm. It is possible to use
these file requisitions as a type of charge out card or slip.

IN D E X IN G

An index is an alphabetical list of names, topics, etc., indicating
the location in the files where records pertaining to the subject
listed may be found. As stated above, an index is essential when
the basic filing system is numerical. (This is true for both cur27

rent and inactive files.) If the basic system is alphabetical, an
index is very useful but not essential.
Usually an index will consist of either cards or pages in a
looseleaf notebook. Each card or page will contain a client’s
name and the location of all of his files. It can also indicate
the proposed date for transfer to inactive status. Some firms
have found that the index card can be utilized as a record of
withdrawals and replacements of items in the particular file
involved. An index also provides the filing personnel with ready
knowledge as to whether a file on any given subject does or does
not exist.
If the numerical method is used for inactive or transfer files,
the index can be put to additional uses. The anticipated dates
for microfilming, destruction, etc., can be inserted on the index
card at the time of transfer. Periodically, a list for filming and/
or destruction can be compiled by merely reviewing the transfer
index. Subsequently, this li s t can be filed away as the permanent
record of files that have been destroyed.

C R O S S R E F E R E N C IN G

As opposed to an index or alphabetical list of clients, a cross
reference list is drawn up by location. For example, a cross ref
erence list would show all material, by client, located in file
drawer 5, on shelf 203, or in corrugated box 158, etc.
If material is filed numerically (by client number or by client
number and job number), a cross reference list is necessary in
order to determine the next available numbers for new clients
and new jobs. When inactive files are filed numerically, a cross
reference listing by location can be used to review files for
possible destruction. It is easier to remove a large volume of
records in the order they are filed than on a random basis.
Cross referencing would not appear to be essential in a strictly
alphabetical filing system.
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IN V E N T O R Y A N D P U R G IN G

W henever a decision is made to (1) change from one filing
method to another, (2) establish inactive or transfer files, or (3)
set up an index, it is usually necessary that an inventory of all
the files be taken. The inventory should be designed to accom
plish the desired objective and need not be elaborate.
Many firms perform an inventory annually, or biannually, for
the purpose of purging the files or reviewing all records to insure
their retention in accordance with the established retention
schedule. At this time, files to be destroyed are scanned for any
important documents which are “stripped” out and retained and
the remaining material is destroyed, usually by either shredding
or burning. If transfers of files from active to inactive are not
made perpetually, it is desirable to take an inventory at least
annually for this purpose. A periodic inventory has the added
advantage of catching clerical errors or breakdowns that might
occur in the overall filing system.
Only in those firms with strict filing procedures, administered
by highly skilled personnel, is a regular periodic inventory un
necessary.

T R A N S F E R O F IN A C T IV E F IL E S

E qually as important as the procedures for introducing new
data into the fili n g system are the procedures for removing or
transferring old data from the current files. Reportedly, $.60
to $.70 of every $1 spent in retaining records is wasted because
of indiscriminate retention practices.
Some firms (the very small ones, the newer ones, and some
with unlimited fifing areas) prefer to keep all files together until
such time as they are destroyed or microfilmed in accordance
with their records retention schedule. For example, if the rec
ords retention schedule provides for keeping working papers of
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present clients indefinitely, then the main files would contain all
working papers on that client in chronological order. The prob
lems that arise with this policy are quite evident. Not only do
current files become unmanageable, but sooner or later physical
space is exhausted.
The advantages of transferring inactive files are equally ob
vious. Since the removal of inactive material will reduce the
finding time of the more current data, better filing efficiency is
gained. The dollar savings of such a program can be quite
substantial. Transfer files can be removed from the “high-rent
area” of the main files in the accountant’s office and stored in
an accessible warehouse or other inexpensive storage area. In
stead of relatively costly steel file cabinets or other main file
equipment, transferred files can be stored in self-stacking, steel
storage containers or in corrugated cardboard containers on metal
or wooden shelves. The cost of such a storage area is only 20%
to 25% of the cost in the main file area. Another important ad
vantage of segregating the inactive material is the reduction in
possible mutilation as a result of frequent handling.
It should be noted that transferring files may be either a onestep or a two-step procedure. Until the established retention
period has elapsed, some firms transfer inactive material from
the current files into a transfer or inactive file area within their
own offices; when the material becomes “dead,” it is again trans
ferred to an even less expensive, outside storage area or archive
center. The location and number of areas for inactive files will
depend basically on space limitations and the record retention
schedule adopted by the firm.
The transferring of material can be done in one of two general
ways: (1) periodically or (2) perpetually. In the periodic
method, all inactive material is transferred from the main files
at a scheduled time, usually on an annual basis. In many ac
counting firms all files are reviewed shortly after the busy season
and all inactive files of present clients along with the files of all
former clients are transferred.
The perpetual method requires that closed, obsolete or inactive
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files be transferred continuously. An accounting firm that follows
this practice might transfer a preceding year’s set of working
papers of a client upon completion and fili n g of the current
year’s working papers. A combination of both the periodic and
perpetual methods is used by many firms and would insure
against overlooking inactive material that should be transferred
from the main file area.
The only reason for placing an inactive record in storage is
the possibility that it will be needed in the future. When one
is needed, it should be available with minimum effort; the ex
ercise of care in establishing procedures for transfers will go a
long way towards helping achieve this goal. The policies de
veloped should set forth both the timing and the types of material
to be transferred. The determination of what is to be transferred
from the current files usually centers around whether the data
in question is that of a present or former client and, if that of
a present client, whether the data is active or inactive.
1. Present Clients. Definitions of “inactive” will vary from firm
to firm. One firm might wish to retain six years’ tax returns in
the active files and, beginning with the seventh year, transfer
the sixth preceding year to inactive status at the time of preparing
the current year’s return. Another firm might use the same pro
cedure but consider only the last three years as active and transfer
prior returns to inactive status. Likewise, inactive may be defined
differently within the same firm depending on the type of docu
ment involved. For example, it may be felt that it is essential
that the active files contain (in addition to the permanent file)
only two years’ audit working papers, or perhaps even one, and
yet five or six years’ tax return files.
Each firm must make its own determination of what it con
siders inactive for each type of document. Such matters as the
accessibility of the transfer files and the extent to which perma
nent working paper files are used will influence this decision.
When selecting the type of folders or jackets to be used and
the method of securing material in the folders, consideration
should be given to the transfer policies. An efficient filing system
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will include files that readily lend themselves to transfer of either
part or all of each file.
At the time that inactive files are transferred, the folders or
jackets should be clearly labeled “Transfer” or “Inactive” to
eliminate the risk of refiling the material in the active files.
2. Former Clients. There seems to be little justification for keep
ing files of former clients intermingled with the current files of
present clients. Presumably, all material pertaining to a prior
client can be considered inactive. Unless there is no provision
for transferring any files of any nature prior to their ultimate
destruction, the files of a prior client are logically transferred
to the inactive files or storage area either at the time of determin
ing that the accountant-client relationship no longer exists, or
at least at the time of the periodic (e.g., annual) review of the
current files.
Most observers agree it is advantageous to differentiate be
tween present and former clients during development of the
records retention schedule. Whereas it may be wise to retain
working papers of present clients indefinitely, it may be advisable
to retain working papers of former clients for only five or ten
years. This reduction in retention periods for former clients can
substantially reduce the filing or storage area required for in
active files.

C E N T R A L IZ E D V S . D E C E N T R A L IZ E D A C T IV E F IL E S

T he controversy of centralizing vs. decentralizing active files
is essentially a problem for medium or large accounting firms
with multiple offices. However, it can also be a problem in a
large office with departmentalization or a small firm with two
or three partners, each of whom handles his own accounts.
Considering the latter problem of grouping together all files
within one office, there are many advantages of centralization:
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1. A uniform system for filing used throughout the office ensures
standard methods and procedures.
2. It is more practicable to have one or more skilled personnel
(depending on the volume) devote full time to records
control.
3. Combining all records on all related clients should save time
in filing and finding material.
4. The need to retain duplicate copies in files which may overlap
as to subject matter is alleviated.
5. Economies in purchasing supplies and equipment should be
effected because of the ability to order larger quantities.
6. Floor space will be more efficiently used if filing equipment
is grouped together, thereby utilizing common aisles and
access areas.
On the other hand, there are some advantages to decentralizing
files within an office:
1. Locating files within the department that normally uses them
for ready reference (e.g., tax files in the tax department) will
permit material to be more accessible with the result of time
saved.
2. The operation and control of files remain in the individual
departments. The manager of that department decides the
filing methods and arrangements to be used. Basically, the
files are located for frequent references at the point of use.
3. Department managers are given a sense of responsibility for
their files. After all, the tax department manager is the one
who is the most concerned over loss of misplaced tax returns,
and nothing is so frustrating as to really need a file and have
it unavailable, for any reason.
4. If a partner in a smaller firm keeps the files on those clients
he serves, or for which he is responsible, he has immediate
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access to the files and can be sure that material is filed in
accordance with his desires. (As a partial substitution for
decentralized filing, some practitioners have utilized a “read
ing file” whereby an extra copy of all correspondence they
initiate is filed chronologically in a folder which they or their
secretaries keep for ready access. This file can also be used
as a tickler file for follow-up.)
Many believe that the advantages of centralized filing within
an office outweigh the disadvantages, although some firms have
effectively employed decentralization.

R E T E N T IO N S C H E D U L E

The necessity of establishing a schedule for the retention of
all files is recognized by any certified public accounting firm
which has been in existence for over five years. It should be
remembered that the purpose of a records retention program is
not only to ensure that records are retained as long as they are
useful, but also to ensure that they are disposed of as soon as
they no longer serve any purpose.
The relative importance of the length of the retention periods
will be affected by several factors, including the basic filing sys
tem in use (i.e., alphabetic or numeric). Other factors such as
the size of the firm, the age of the firm, the type of practice,
available space, etc., will also influence the periods of time that
a firm can economically retain its records.
To quote specific retention periods for all accounting firms’ rec
ords requires an assumption that all practices or requirements
would be nearly identical. Such is certainly not the case in this
profession. A write-up practice which generates a good deal of
detailed information normally transmitted to clients without opin
ion probably could employ a system of rapid destruction of most
records. The client has the basic documents, and in the event that
copies of the finished reports were required in the future, recon34

struction would not be impossible. On the other hand, a practice
which has a good deal of specialized work such as SEC assign
ments or court investigations might be extremely reluctant to
purge its files at a rapid rate.
In 1963 the AICPA published Management of an Accounting
Practice Bulletin No. 19 entitled “Retention of Records in Offices
of Certified Public Accountants.” This bulletin summarized the
practices of 30 CPA firms which had been selected to give ex
amples of prevailing record retention practices. MAP Bulletin
No. 19 summarizes the retention periods for correspondence files,
reports, permanent files, audit working papers, working papers
for special engagements, tax returns, and the firm’s own office
records. Every CPA firm establishing a retention schedule as
part of its filing procedures should refer to this bulletin for
guidance.
Many firms have found it desirable to appoint a committee to
undertake the firm’s record retention study. This committee might
consist of a partner, a staff man and a secretary, or it might con
sist of a member of the tax department, a member of the audit
staff and a member of the management services department. In
any event, it is important that this project be fully endorsed by
the managing partner.
In most businesses it is considered advisable to take a physical
inventory of all records prior to establishing the retention sched
ule; however, most CPA firms are fully aware of the nature of
their files although they may not be aware of their age. Thus,
after the retention periods have been initially determined, all
files should be reviewed or inventoried for the purpose of destroy
ing those files which have been in existence beyond the prede
termined retention period.
Multi-office firms should be certain that the retention policies
are uniform in all offices.
Statutes of limitations must of course be considered when
establishing any retention schedule. These govern the time that
court action can be enforced and vary by state. Federal statutes
of limitations must likewise be taken into consideration. For
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these reasons it is particularly important that any retention policy
established by a firm be approved by its legal counsel.
While many businesses sell old records for salvage, most ac
counting firms will either burn or shred old files. The study in
MAP Bulletin No. 19 indicated that over half of the responding
firms burn papers while another one-third shred or tear up the
papers.
Some firms use a procedure of "stripping” their files to accom
plish a gradual destruction of the entire file. Any such plan of
stripping should naturally be reduced to writing. It would usually
consist of several stages, with papers being more ruthlessly culled
as they become older. For example, a set of audit working papers
might remain intact for two years after the engagement is com
pleted, after which the first step in the stripping program would
take place; or this might occur at the time the files are transferred
to inactive status or warehouse storage. Those papers which are
considered the least important and which would be of virtually
no value for legal protection or future information might at that
time be stripped from the files. Subsequent strippings in later
years would reduce the file contents to only those important pa
pers containing data not available elsewhere and data which
would be impractical to produce again if needed ( see Case Study
A, page 5). On the other hand, many firms believe that the labor
required to strip files is not worth the benefit received. This
gradual "weeding out” process would certainly be more im
portant for a firm with more limited space for storage of inactive
files.
It is suggested that a permanent listing be made of records or
files which are ultimately destroyed. This is sometimes done on
the client card if an index is maintained.
There have been many excellent books published on the subject
of records retention; in order to obtain a good background on the
regulatory and legal requirements involved, it would be advisable
to consult one of these when establishing a firm’s retention sched
ule. Again, MAP Bulletin No. 19 is an excellent reference source
for the practices followed by other firms in the profession.
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EQUIPMENT AND LOCATION

O F F IC E S T O R A G E

The location of the files within the office should be controlled
by the desire to save steps, save time and allow for efficiency and
control in handling the records of the firm. Because the individual
practitioner is usually limited in office area, he must make the
available space satisfy his needs. As a firm tends to grow and
additional office space is acquired, there will be greater oppor
tunity as well as challenge to find the proper location within the
office perimeter.
The initial decision must be made as to whether files will be
centralized or decentralized. Assuming a decision to centralize,
it is important that the location of the files be such that the few
est number of steps are taken in procuring and returning files to
the filing location. A good starting point in establishing a proper
location is to determine to whom the files should be accessible.
Again, consideration must be given as to whether a full-time file
clerk will be delivering files from and returning files to the file
room or whether the files are to be accessible to everyone in the
office.
A determination must also be made as to whether all files
should be in the same location or whether, for example, only the
past five years should be kept together and inactive files stored
elsewhere within the office. (See the earlier discussion of active
vs. inactive files.)
One of the most important factors to consider in selecting a
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filing location within an office is the shape of the particular area.
A rectangular room may best accommodate certain types of filing
equipment while other types can be more efficiently located in
a square room. In any case, it is important that the equipment
to be used be located in the filing area with a minimum of space
utilized for aisles. In summary, the filing location within the office
should provide for simplicity, accessibility, and maximum utiliza
tion of the space and equipment involved.

O U T S ID E O R P U B L IC S T O R A G E

T he primary purpose of seeking storage outside the accountant’s
own office is the substantial reduction that can be achieved in
total filing costs. This reduction in cost is twofold—namely, space
and equipment. Alternatively, when files are located outside the
accountant’s office, the additional cost required in labor to retrieve
information must also be considered. Therefore, it is important
that only those files requiring minimum access should be con
sidered for outside storage.
An outside records center should meet certain prerequisites:
1. Its location should be near to the office, convenient, and in
a low rent district.
2. It should be in a fireproof building with continuous watchman
service.
3. There should be very careful limitation of access to records.
4. A room with an adding machine and desk should be available
for a member of the firm to work on the premises.
5. Good lighting, reasonable temperature control and protection
against dirt and vermin are important considerations. Fire
resistant features should also be considered.
The cost of retaining records in a well-organized inactive stor
age center varies depending upon the cost of the space. The cost
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is substantially less than rent for a comparable amount of office
space. Likewise, a firm that prefers to use steel filing cabinets
for in-office files might be willing to use shelving and less ex
pensive corrugated boxes or containers for outside storage, thereby
further reducing cost. In fact, a carefully laid out storage area
will usually include steel shelving and metal or heavy cardboard
containers.

E Q U IP M E N T

T he variety in types of filing equipment available today makes
it impossible to itemize or list the types—much less the advan
tages and disadvantages of each. However, there are several
factors that should be taken into consideration when selecting
the type of equipment a firm will use in order to meet its filing
needs.
The basic decision that most firms will make in reviewing or
revamping their filing procedures is concerning the use of shelv
ing as opposed to filing cabinets. Certainly the use of open (or
closed) shelf filing has taken on added importance in recent years.
Its advocates claim that saving in time, floor space and equipment
costs make its use worthy of consideration by any business. The
various statistics and studies made on the subject do indicate
some reduction in equipment cost, perhaps up to 50%. Further,
space savings alone can also reach 50%. If it is possible to design
an area in advance and provide the proper aisle spacing both be
tween the rows of shelves and access aisles, then approximately
twice as much fifing space can be made available using the open
shelf files. This is caused primarily by the fact that open shelf
filing normally reaches from the floor to the ceiling whereas fifing
cabinets are approximately five feet high. Some firms have par
tially solved this problem by placing shelf fifing above the fifing
cabinets.
Where file cabinets are to be used, their construction must be
considered in order to ensure that the size and shape of drawers
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are adequate for the size of working papers. Active file cabinets
should be of the type that employ ball bearings and full side-arm
suspension. This eliminates the danger of tipping the file and
reduces fatigue. Steel cabinets are available with or without a
lock, insulated for fire protection, and in colors and finishes to
harmonize with the office color scheme. Careful shopping and
comparison of suppliers will pay dividends for many years to
come in time, effort and money.
Side filing cabinets are also considered desirable by some ac
counting firms. Some advantages claimed are that they conserve
energy, permit full and easy accessibility to all materials and save
floor space. This is particularly attractive in decentralized filing
areas.
Of course, each firm must make its own judgment as to whether
it prefers some type of shelf filing or filing cabinets. The trend is
away from filing cabinets into one of the forms of open shelf
filing. Some firms have rejected the open shelf filing because of
the nature of the papers which are being filed. Working paper
binders used by many firms are quite flexible, vary in thickness
and are not as adaptable to a shelf filing system as is the more
rigid manila type filing folder.
Other types of equipment such as copying machines, shredders,
collaters, and sorters are important adjuncts to any firm’s filing
system. Again the cost of this type of equipment can usually
only be justified when the volume of paperwork reaches a certain
level.

F IR E P R O O F E Q U IP M E N T

Most filing equipment is used basically to store records in some
reasonable order. Such equipment usually provides a minimum
of protection against fire and theft. When one visualizes the
almost impossible task of carrying on an accounting practice if
the files have been destroyed or lost, it is easy to see that more
than minimum protection is necessary.
40

The multitude of valuable papers in an accounting office will
often not allow for filing space in a safe, or safes. Other types of
record storage equipment are needed, and they are being offered
in a variety of insulated versions. These include locked filing
cabinets, desks and a wide variety of other types of equipment.
It is stressed that rarely will this provide the same protection as
a high grade safe, but it will protect files whereas ordinary filing
equipment would serve only to incinerate them. The degree of
fire protection offered is usually indicated by those pieces of
equipment that will meet the tests of impartial organizations such
as the Underwriters Laboratories Incorporated and the Safe Man
ufacturers National Association. Their standards are a guide to
the purchase and use of the best equipment.
Open shelf filing may partially provide for fire protection if it
is placed in a built-in fireproof vault. Many accounting offices of
modem design use this combination of efficient filing and pro
tection from fire.
Adequate protection of the filing index, especially if a numeri
cal system is used, is essential. Minimum protection would in
clude fireproof card or rotary file equipment, and its storage in
a fireproof safe or storage vault nightly.

S U P P L IE S

I t is equally important that a firm make a careful study of the
supplies which it intends to use throughout its filing system.
There are numerous types of supplies including folders, expansion
jackets, envelopes, binders, etc. All of these supplies come in a
variety of shapes, sizes, and weights. Nevertheless, it is important
that a firm investigate the supplies thoroughly to ensure that the
needs of its particular filing system will be met in the most effi
cient manner. Many firms have found that buying a less expen
sive folder or binder initially has only meant that it must be
replaced within a relatively short period of time at additional
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cost of both materials and labor. Usually, the additional cost of
quality equipment and supplies is money well spent. The files
in an accountant’s office must withstand a considerable amount
of handling and rough usage. They are carried in briefcases from
place to place by staff men and are passed from hand to hand
within the office as well as being placed in and removed from the
filing containers themselves many times. An inexpensive and
flimsy folder is not adaptable to this type of use.
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MICROFILMING AND DISASTER PROTECTION
M IC R O F IL M IN G

I n recent years, microfilming has taken on an increasingly im
portant role in solving business problems. Although there are
many uses for microfilm today, the ones in which public account
ing firms are primarily interested are those of conservation of
space and protection of vital records. There are a multitude of
forms in which microfilm is found (roll film, microtapes, film
jackets, microcards, etc.) as well as a wide variety of cameras
(both rotary and planetary types), readers and printers. It is
not the purpose of this study to review the various types of micro
filming equipment, since studies are periodically available through
publications such as Administrative Management2 which ade
quately summarize the attributes of each.
Microfilming could conceivably be used by any size of account
ing firm. A firm can purchase its own equipment, rent some
equipment or use the services of an independent organization
specializing in this type of work. However, before making a de
cision to microfilm, a careful study should be made analyzing
the advantages and disadvantages and relative costs involved.
The decision to microfilm internally or to have it done outside
on a contract basis is a problem of economics. Before embarking
on a microfilming program, all costs involved should be carefully
analyzed and compared with the costs of utilizing low cost stor
age areas.3
3Published monthly by Geyer-McAllister Publications, 51 Madison Avenue,
New York, N.Y.
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The factors to be considered in analyzing the relative cost of
storage vs. microfilming are:
1. Cost of required space
2. Amortization of filing equipment and supplies
3. Record maintenance and overhead
4. Microfilming labor
5. Microfilm camera rental
6. Microfilm cost.
Many studies have been made on the relative costs of micro
filming and one such study3 indicates that the comparative costs
of storing vs. microfilming the contents of a four-drawer file cab
inet are as follows:
Office Files .................................................. $ 51.00 per year
Records Center Containers ......................
9.29
per year
In-Plant M icrofilm ing................................
88.00
Contractual Microfilming
(Rotary type) ........................................ 122.00
These figures assume an annual rental per square foot of floor
space of $5.00 for office files and $2.45 for records center space.
Using these figures a firm could retain records utilizing low
cost storage areas for nine years at the same cost required for
microfilming with its own equipment, or 13 years for the cost of
having the microfilming done on a contractual basis.
As a general rule of thumb, one could say that only those
records which are to be retained 10 years or longer should be
microfilmed. Of course, in very high rent districts where office
space is at a premium, this 10 year estimate would be adjusted
downwards. Possibly the reason that so few public accounting
firms utilize microfilm (only one firm of the 30 respondents to
MAP Bulletin No. 19 indicated the use of microfilm) is that most
records are destroyed within the 10 to 12 year period.
*Joseph L. Kish, Jr. and James Morris, Microfilm in Business, Ronald Press
Company, 1966, pages 41-42.
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Some practitioners have expressed concern over the life of
microfilm or its acceptability as evidence. The life of microfilm
records normally is at least 50 years if stored under conditions
recommended by the manufacturer and is practically unlimited
if special treatment or precautions are taken. Microfilm is gen
erally acceptable in any court as primary evidence provided that
(a) the original record was destroyed, (b ) the filming was done
in the normal course of business, and (c) the authenticity of the
film’s contents is clearly indicated at the beginning and ending
of each roll of film.
Normally, microfilming would be attractive to the very large
office in high rental areas. However, a firm which feels its records
cannot be “weeded out” and which desires to significantly reduce
the space requirements of 20 years’ accumulation of records can
also make good use of microfilming. The space required for
storage can be reduced by as much as 98%, and if a good job of
editing the files is done before they are microfilmed, the files sub
ject to filming will be sequenced and set up better than they
were in their original form.
In summary, the principal advantages of using microfilm are
the following:
1. The amount of space necessary to store records is substantially
reduced.
2. There is less opportunity of losing important papers.
3. The film is generally non-combustible.
The principal disadvantages are:
1. There is a tendency to microfilm all records rather than only
the important records.
2. A viewer must be available.
3. Employees will have to be trained to use the specialized
equipment.
As a practical matter, the use of microfilming in an accounting
office has to be justified in terms of the cost of operating such a
system and the benefits to be derived from its use.
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P R O T E C T IO N O F V IT A L R E C O R D S
IN E V E N T O F D IS A S T E R

Vital records, as the name implies, are essential. They are de
fined as those documents, records, ledger, minutes, etc., necessary
to the continued functioning of any business. They are those
records which if destroyed would impair, if not prevent, the
business’s operations.
Every public accounting firm should establish what it considers
to be a basic listing of records which are vital to the future of
the firm. Such records might include the latest partnership agree
ment, copies of recent partnership returns of the firm itself and
copies of all opinion reports which the firm has issued for clients
for a specific period of time. Legal considerations are important
in establishing the list. In addition, the term "vital records” might
include open-year tax returns of clients, copies of insurance poli
cies, and detailed financial data from the records of the firm
itself, including receivable analyses and fee analyses. As the
individual practice varies, so will opinions on what are basic
vital records.
In addition, each accounting practitioner or managing partner
must give consideration to what types of disaster the firm should
be protected against. In the case of natural disasters, such as
fire, flood, explosion or hurricane, damage would probably be
localized. Protection might be facilitated by keeping a duplicate
copy of certain records at a different location some distance away
from the office itself. Multi-office firms might already have an
element of protection by providing copies of certain records or
reports to another office or the home office in another city.
In the case of man-made disasters, such as wars or riots, greater
protective measures are required. In such cases most firms would
probably desire to make storage arrangements away from centers
of concentrated population. Duplication of certain records in
several locations might be desirable, or use of an underground
storage center in a remote area might be considered.
Vital records should certainly represent only a minor per cent
of a firm’s total records volume. Once the contents of a vital
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records list have been determined, reproduction and storage will
probably be incidental procedures. A schedule for updating such
vital records should not be overlooked since an outdated buy-sell
agreement or a copy of a mortgage on the firm’s building which
has subsequently been refinanced could be of little help (or even
misleading) if the questionable record was subsequently used by
an uninformed party.
Not only should vital records be protected, but a plan for
reconstructing such records in a useful form should also be es
tablished. Barring complete destruction, an accounting firm
could be confronted with the following tasks soon after a disaster:
1. It may be necessary to substantiate its existence. This might
mean obtaining copies of state board of accountancy certifi
cates, state registrations and a partnership agreement.
2. It may be necessary to resist unjust claims. This might mean
obtaining copies of employment contracts and master client
control records. It might also mean obtaining copies of special
or opinion reports and firm or client tax returns for the past
three years. (The latter could normally be obtained from the
federal and state governments.)
3. It would want to obtain indemnification for losses. This might
mean producing insurance policies or legal facsimiles.
4. It would want to collect its receivables and liquidate its pay
ables. This might mean reconstructing approximate balances
from the most recent annual records which had been placed
in storage or microfilmed.
5. It would want to resume operations. This might mean con
tacting personnel from directory listings or reconstructing as
signments from historical summaries of past client service
records.
An orderly filing of a minimum number of vital records and
basic instructions would be invaluable protection for the ac
countant as well as for his clients, and would go a long way
towards minimizing the effects of a disaster, should one occur.
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SUMMARY

T he degree of success any firm will experience in managing its
files is dependent on three basic factors: (1) the established
maintenance procedures, (2) the responsible personnel, and (3)
the follow-up and review.
When establishing a filing system, careful consideration must
be given to the problems of maintaining that system. Data on
the filing system, retention schedule, and duties of filing personnel
should be in writing and made available to all persons in the firm.
The personnel who are expected to supervise and perform the
filing function should be intelligent people, helpful, and conscien
tious, able to keep information to themselves. Unless the “file
clerks” or records management personnel are helpful, partners
and staff members will tend not to rely on them or contribute to
the team effort needed in this area. One should not use “clerical
castoffs.”
Circumstances tend to alter the applicability of any system
over a period of time. It is advisable that the entire filing pro
cedure be reviewed every two or three years by a designated
partner or committee. The retention schedule, likewise, should
be reviewed from time to time, by both the firm and its attorney.
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